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7KLVFRQFOXGLQJFKDSWHUGUDZVDSLFWXUHRIWKHIXWXUHRIODZ
WKDWLVEDVHGXSRQWKHSUHFHGLQJFRQWULEXWLRQVDQGXSRQWKH
YLHZVRIWKHDXWKRU,W LGHQWLILHVWKUHHPDLQIXQFWLRQVRIWKH
ODZ ± UXOH DQG GHFLVLRQPDNLQJ HQIRUFHPHQW DQG GLVSXWH
UHVROXWLRQ ± DQG DVNV KRZ WKHVH IXQFWLRQV DUH DIIHFWHG E\
HFRQRPLFJOREDOLVDWLRQDQGWHFKQRORJLFDOGHYHORSPHQW2QH
RI WKHPDLQVKLIWV LGHQWLILHG LV WKHRQHIURPGLVSXWH UHVROX
WLRQ WR GLVSXWH DYRLGDQFH XQGHU WKH LQIOXHQFH RI GHFOLQLQJ
QDWLRQDOODZVDQGLQWKHDEVHQFHRIDPHDQLQJIXOJOREDOODZ
SULYDWHDFWRUVWXUQWRDOWHUQDWLYHPHFKDQLVPVVXFKDVUHSXWD
WLRQDOQHWZRUNVWRRUGHUWKHLUUHODWLRQVKLSV
 ,QWURGXFWLRQ
,Q-RKQ0D\QDUG.H\QHVSXEOLVKHGDVKRUWHVVD\HQWLWOHG(FRQRPLF
3RVVLELOLWLHVIRURXU*UDQGFKLOGUHQ3HUKDSVWKHJUHDWHVWHFRQRPLVWRIWKH
WZHQWLHWKFHQWXU\DVNHGZKDW HFRQRPLF OLIHZRXOGEH OLNHDURXQG
1H[WWRVXUSULVLQJO\DFFXUDWHSUHGLFWLRQVDERXWIXWXUHLQFRPHOHYHOVLWLV
QRW WRRDXGDFLRXV WR DVVXPH WKDW.H\QHVZLOO EHSURYHGZURQJZKHQ LW
FRPHVWRKLVYLHZRIIXWXUHZRUNLQJKRXUVKHSUHGLFWHGDKRXUZRUN
LQJZHHN LQ  DQG SHRSOH¶VPHQWDOLW\ WRZDUGVPRQH\ ³WKH ORYH RI
PRQH\ DV D SRVVHVVLRQ ± DV GLVWLQJXLVKHG IURP WKH ORYH RIPRQH\ DV D
PHDQVWRWKHHQMR\PHQWVDQGUHDOLWLHVRIOLIHZLOOEHUHFRJQLVHGIRUZKDW
LWLVDVRPHZKDWGLVJXVWLQJPRUELGLW\´7KHWKLQNSLHFHVFROOHFWHGLQWKLV
YROXPH IROORZ.H\QHV¶ H[DPSOH LQ UHIOHFWLQJ XSRQZKDW WKHZRUOGZLOO
ORRNOLNHLQWKHIXWXUHEXWGLIIHULQWZRLPSRUWDQWUHVSHFWV)LUVWWKHFRQ
WULEXWLRQV UHODWH WR WKH ODZDUJXDEO\ WRD OHVVHUH[WHQWVXEMHFW WRFKDQJH

 -DQ06PLWVKROGVWKH&KDLURI(XURSHDQ3ULYDWH/DZDW0DDVWULFKW8QLYHUVLW\DQG
LV5HVHDUFK3URIHVVRURI&RPSDUDWLYH/HJDO6WXGLHVDWWKH8QLYHUVLW\RI+HOVLQNL+H
LVDOVRWKH$FDGHPLF'LUHFWRURI WKH0DDVWULFKW(XURSHDQ3ULYDWH/DZ,QVWLWXWH0
(3/,
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RYHU WLPH WKDQ WKHHFRQRP\DQG VHFRQG WKHLUKRUL]RQ LVQRW DKXQGUHG
\HDUVEXWRQO\WZRWRWKUHHGHFDGHV7KLVPDNHVWKHH[HUFLVHFDUULHGRXW
LQWKLVYROXPHQRWRQO\OHVVVSHFXODWLYHWKDQ.H\QHV¶ZRUNEXWDOVRPRUH
H[FLWLQJ ,W LV OLNHO\ WKDWPRUH WKDQRQH WKLQNSLHFH DFFXUDWHO\GHVFULEHV
IXWXUHODZ
7KHDLPRIWKLVFRQFOXGLQJFKDSWHULVWRGUDZDSLFWXUHRIWKHIXWXUH
RI ODZ WKDW LV SDUWO\ EDVHG XSRQ WKH SUHFHGLQJ FRQWULEXWLRQV DQG SDUWO\
XSRQP\RZQYLHZVRIZKDWFRXUVHWKHODZLVOLNHO\WRWDNHLQDQDJHRI
HYHUDFFHOHUDWLQJ JOREDOLVDWLRQ DQG WHFKQRORJLFDO SURJUHVV 7KH JRDO LV
H[SOLFLWO\QRWWRVXPPDULVHDOORIWKHFRQWULEXWLRQVRUWRPDNHUHIHUHQFH
WRDOOLQGLYLGXDODXWKRUVEXWUDWKHUWRSURYLGHWKHUHDGHUZLWKDQDQDO\VLV
WKDWFXWV WKURXJK WKHUHVSHFWLYHVXEVWDQWLYH OHJDO ILHOGVDGGUHVVHG LQ WKLV
YROXPH 7KLV DSSURDFK LV MXVWLILHG EHFDXVH ILHOGV VXFK DV LQWHOOHFWXDO
SURSHUW\ ODZ FRUSRUDWH ODZ HQYLURQPHQWDO ODZ WUDGH ODZ FRPSHWLWLRQ
ODZF\EHUODZSURFHGXUDOODZKXPDQULJKWVKHDOWKODZDQGLQWHUQDWLRQDO
ODZ WR QDPH WKHPRVW LPSRUWDQW ILHOGV GLVFXVVHG LQ WKLV ERRN DOO IDFH
LGHQWLFDOSUREOHPVRIUXOHPDNLQJRILGHQWLI\LQJWKHULJKWVXEVWDQWLYHOH
JDOQRUPVRIHQIRUFHPHQWDQGRIVROYLQJFRQIOLFWV
7KLVFURVVFXWWLQJDSSURDFKVHWV WKHDJHQGDIRU WKLVFRQWULEXWLRQ ,W
LGHQWLILHVWKUHHPDLQIXQFWLRQVRIWKHODZ±UXOHDQGGHFLVLRQPDNLQJHQ
IRUFHPHQW DQGGLVSXWH UHVROXWLRQ ±DQGDVNV LQ WKH WKUHH IROORZLQJ VHF
WLRQVQRWRQO\KRZWKHVHIXQFWLRQVDUHDIIHFWHGE\JOREDOLVDWLRQDQGWHFK
QRORJLFDOGHYHORSPHQWEXWDOVRZKDWDOWHUQDWLYHVH[LVW2QHFDQGHVFULEH
WKLV DVD IXQFWLRQDO DSSURDFK , DVVXPH WKDW WKH ODZ IXOILOV FHUWDLQ IXQF
WLRQV LQFOXGLQJ WKH WKUHH MXVWPHQWLRQHG DQG WKDWRQHRI WKHPDLQ FKDO
OHQJHVLQWKLQNLQJDERXWWKHIXWXUHLVKRZWKHVHIXQFWLRQVFDQDOVREHVDW
LVILHGZKHWKHULQDOHJDORUQRQOHJDOZD\LQDJOREDOLVLQJDQGWHFKQRORJ
LFDOO\SURJUHVVLQJVRFLHW\
7KHUH LVRQHPHWKRGRORJLFDOSUREOHPWKDWGHVHUYHVVHSDUDWHDWWHQ
WLRQ7KHWKLQNSLHFHVLQWKLVYROXPHIRFXVDOPRVWHQWLUHO\RQHLWKHUILQG
LQJQHZVROXWLRQV LQFDVHVZKHUH WKH WUDGLWLRQDOQDWLRQDO UXOHVQR ORQJHU
IXQFWLRQ SURSHUO\ DV LQ SULYDWH LQWHUQDWLRQDO ODZZKHUH D MXULVGLFWLRQDO
DSSURDFKLVQRORQJHULQOLQHZLWKWRGD\¶VERUGHUOHVVUHDOLW\RURQLGHQWL
I\LQJ D OHJDO VROXWLRQ WR D QHZ SUREOHP DV LQ FDVH RI ZKHWKHU URERWV
VKRXOGKDYHKXPDQULJKWVREOLJDWLRQV,QERWKFDVHVWKHQDWXUDOWHQGHQF\
RIODZ\HUVLVWRRYHUVWUHVVWKHLPSRUWDQFHRIWKHODZ+RZHYHULWLVOLNHO\
WKDWWKHSUREOHPVROYLQJSRZHURIWKHODZLQHVVHQFHVWLOO ODUJHO\RIQD
WLRQDORULJLQEHFRPHVOHVVLPSRUWDQWLQFDVHVZKHUHDSUREOHPLVQRORQJ

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HUSXUHO\QDWLRQDO ,QFDVHRID WUXO\QHZSUREOHP LWDOVR UHPDLQV WREH
VHHQZKDWWKHUROHRIWKHODZFRXOGEHLQVROYLQJLW$Q\RQHZULWLQJDERXW
WKH ODZ RI WKH IXWXUH VKRXOG WKHUHIRUH WDNH LQWR DFFRXQW WKDW WKH ODZ¶V
IXQFWLRQVFDQHDVLO\FKDQJHDVDUHVXOWRIFKDQJHVLQVRFLHW\DVDZKROH
7KLVPD\ZHOO H[SODLQZK\PDQ\RI WKH FRQWULEXWLRQV LQ WKLV YRO
XPHGRQRWWDNHXSWKHJUDQGVRFLHWDOFKDOOHQJHVWKDWWKHZRUOGLVIDFLQJ
WRGD\+LL/¶V/DZ6FHQDULRV WRSUHGLFWD ULVLQJSRSXODWLRQJUHDWHU
VFDUFLW\ RI IRRGZDWHU DQG QDWXUDO UHVRXUFHV LQFOXGLQJ RLO DQG JDV LQ
FUHDVLQJVHFXULW\FRQFHUQVDQGH[SRVXUHWRPRUHDQGQRWQHFHVVDULO\EHW
WHULQIRUPDWLRQ7KHVHWUHQGVFRPHQH[WWRµROGHU¶FRQFHUQVDERXWFRQWLQ
XLQJ ULYDOU\DPRQJHWKQLFDQG UHOLJLRXVJURXSV IDLOHG6WDWHVZDUPDVV
DWURFLWLHVQXFOHDUSUROLIHUDWLRQSRRUHQIRUFHPHQWRIKXPDQULJKWVVWDQG
DUGVWKHLQHIIHFWLYHQHVVRILQWHUQDWLRQDOODZLQFOXGLQJWKHDGYHUVHHIIHFWV
RIELJSRZHUSROLWLFVLQWKH8QLWHG1DWLRQVDQGWRROLWWOHDWWHQWLRQIRUVR
FLDO MXVWLFH $GGHG WR WKHVH PXVW EH UHODWLYHO\ QHZ FKDOOHQJHV VXFK DV
JOREDOZDUPLQJWKHJOREDOILQDQFLDOFULVLVWKHHIIHFWVRIWKH$UDE6SULQJ
RQ WKH ULJKWV RI PLQRULWLHV DQG RQ SHDFH LQ WKH 0LGGOH (DVW DQG WKH
FKDQJLQJEDODQFHRIHFRQRPLFDQGSROLWLFDOSRZHULQ WKHZRUOG7KHDX
WKRUVRI WKHSUHVHQWERRN OHDYH WKHVHFKDOOHQJHV LQFLGHQWDOO\ ODUJHO\ LQ
IOXHQFHGE\D:HVWHUQYLHZRIWKHZRUOGDOPRVWFRPSOHWHO\DVLGH±DQG
SUREDEO\ULJKWO\VR7KHODZFDQRQO\SOD\DYHU\OLPLWHGUROHLQDGGUHVV
LQJWKHP
 5XOHDQG'HFLVLRQ0DNLQJ
,IDQ\WKLQJEHFRPHVFOHDUIURPUHDGLQJWKHFRQWULEXWLRQVWRWKLVYROXPHLW
LVWKDWWKH:HVWSKDOLDQLGHDRI6WDWHVH[FOXVLYHO\VHWWLQJWKHQRUPVIRUWKH
SHRSOHRQWKHLUWHUULWRU\LVQRORQJHUDGHTXDWH7KLVLVQRWRQO\WUXH DVD
GHVFULSWLRQLQYLHZRIWKHULVHRILQWHUQDWLRQDOQRUPVDQGRISULYDWHUHJX
ODWLRQLWLVDOVRWUXHDWWKHQRUPDWLYHOHYHO$VPRUHDQGPRUHSUREOHPV
FDQQRORQJHUEHDSSURSULDWHO\GHDOWZLWKE\QDWLRQDOODZWKH\QHHGWREH
DGGUHVVHGLQDGLIIHUHQWZD\7KHUHDUHWZRIXQGDPHQWDOO\GLIIHUHQWZD\V
WRGRWKLVDQGERWKDUHUHSUHVHQWHGLQWKHSUHVHQWERRN
7KHILUVWDOWHUQDWLYHLVWRNHHSXSWKHKRSHWKDWZKDWFDQQRORQJHU
EHGRQHE\ZD\RIQDWLRQDOODZVXFKDVQRUPVHWWLQJLQDOHJLWLPDWHDQG
HIIHFWLYHZD\FRXOGEHGRQHLQDVLPLODUZD\DW WKH(XURSHDQRUJOREDO
OHYHO7KLVOHDGVWRDEHOLHILQDJOREDOOHJDORUGHUDQGLQWKHFUHDWLRQRI
LQWHUQDWLRQDOFRXUWVDVHIIHFWLYHO\WDNLQJRYHUWKHUROHRIQDWLRQDOMXGLFLDU
LHV7KLVWHVWLILHVRIDFRQWLQXLQJEHOLHILQWKHSRZHURIODZDQGLQRIILFLDO

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LQVWLWXWLRQVEHLQJDEOHWRVHWUXOHVDQGJRYHUQWKHZRUOGLQPXFKWKHVDPH
ZD\DVQDWLRQDOLQVWLWXWLRQVKDYHGRQHLQWKHODVWWZRFHQWXULHV$SURPL
QHQWH[DPSOHRIVXFKJOREDOFRQVWLWXWLRQDOLVPLV)UDQN9LEHUW¶VSOHDIRUD
FRKHUHQW V\VWHP IRU WKH MXGLFLDO UHYLHZ RI UXOHPDNLQJ E\ LQWHUQDWLRQDO
ERGLHV
7KH VHFRQG DOWHUQDWLYH LV WR ILQG IXQFWLRQDO HTXLYDOHQWV RXWVLGH RI
WKH ODZIRU WKH WUDGLWLRQDOQDWLRQDO UXOHVDQG LQVWLWXWLRQV7KLV UHTXLUHVD
GLIIHUHQWZD\RIWKLQNLQJ,QVWHDGRIFODLPLQJWKDWHIIHFWLYHUXOHVHWWLQJRU
DQ\RWKHUWDVNRIWKH6WDWHVXFKDVSURYLGLQJOHJDOFHUWDLQW\RUFUHDWLQJD
IUDPHZRUNIRUEXVLQHVVWUDQVDFWLRQVVKRXOGEHSURYLGHGE\QHZLQWHUQD
WLRQDOLQVWLWXWLRQVRQHVHHNVWKHVROXWLRQLQGHYLFHVWKDWFDQSOD\DVLPLODU
UROHZLWKRXWDQHHGIRU WKH6WDWHRU6WDWHOLNHRUJDQLVDWLRQV WRLQWHUYHQH
7KLVODWWHUZD\RIUHDVRQLQJLVRIFRXUVHLQIRUPHGE\WKHUHDOLW\WKDWLWLV
QRWHDV\DWDOOWRVROYHSUREOHPVE\ZD\RILQWHUQDWLRQDOODZPDNLQJ,Q
VRPHILHOGVVXFKDV&RUSRUDWH6RFLDO5HVSRQVLELOLW\WKLVVHFRQGDOWHUQD
WLYHLVDOUHDG\YHU\PXFKUHDOLW\DVDUHVXOWRIWKHDFWLYLWLHVRISULYDWHDF
WRUV+RZHYHULQDUHDVWKDWEHORQJHYHQPRUHFOHDUO\WRWKHSXEOLFUHDOP
LWLVPRUHGLIILFXOWWROHDYHEHKLQGRXUROGFRQFHSWLRQVRI6WDWHPDGHODZ
SUHFLVHO\EHFDXVHZH IHHO WKDW LQ SXEOLFPDWWHUV GHFLVLRQPDNLQJ VKRXOG
WDNHSODFHWKURXJKEURDGSDUWLFLSDWLRQRIWKHFLWL]HQVRUDWOHDVWRIQDWLRQDO
SDUOLDPHQWV $Q HQOLJKWHQLQJ H[DPSOH LV RIIHUHG E\ $OEHUW /LQ JOREDO
ZDUPLQJPLJKWEHDGGUHVVHGE\JHRHQJLQHHULQJWHFKQRORJLHVWKDWHQDEOH
XVWRFKRRVHDFOLPDWHIRUWKHSODQHWEXWSURVSHFWVRIILQGLQJDQDFFHSWD
EOHDQVZHU WR WKHTXHVWLRQDV WRZKRVKRXOGµFRQWURO WKH WKHUPRVWDW¶DUH
VOLP
,WZRXOG LQP\YLHZEHZURQJ WRDUJXHDJDLQVW WKH ULVHRI WKH VH
FRQGDOWHUQDWLYH,WLVWKHORJLFDOFRQVHTXHQFHRIWKHFKDQJLQJUROHRIODZ
WKURXJK JOREDOLVDWLRQ *OREDOLVDWLRQ UHTXLUHV VROXWLRQV WKDW QDWLRQDO ODZ
FDQQRWRIIHUDQGWKHUHIRUHWKHYDFXXPLVILOOHGLQGLIIHUHQWZD\V+RZHY
HUWKLVLVQRWDOO-XVWDVLPSRUWDQWIRUWKHIXWXUHRIODZLVLWVSRWHQWLDODW
WKHQDWLRQDOOHYHO+HUHWRRWKHUROHRIODZLVGXHWRFKDQJH(GZDUG5X
ELQULJKWO\REVHUYHVWKDW³WKHODZRIWKHIXWXUHZLOOEULQJWKHORQJRYHUGXH
GHPLVH RI >WKH@ SUHPRGHUQ FRQFHSWLRQ RI ODZ´ /DZ DV D VHW RI 6WDWH
FRPPDQGVIRUKXPDQFRQGXFWZLOOPDNHSODFHIRUODZDVDQLQVWUXPHQWRI
PRGHUQ DGPLQLVWUDWLYH JRYHUQDQFH OHDGLQJ WR D VKLIW IURP GHPRFUDWLF
SURFHGXUHV WRUHVXOWV IURPJHQHUDOLW\ WRSDUWLFXODULVDWLRQDQGIURPUHJX
ODULW\ WR VXSHUYLVLRQ 5XELQ WKXV SURYLGHV WKH WKHRUHWLFDO IUDPHZRUN WR

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ZKDWRWKHUVVHHRFFXUULQJLQWKHLUUHVSHFWLYHILHOGVLQFOXGLQJEDQNLQJDQG
FRUSRUDWHODZHQYLURQPHQWDOODZDQGFRPSHWLWLRQODZ
$Q LQWHUHVWLQJ TXHVWLRQ LV ZKHWKHU ZH FDQ DOVR SUHGLFW DQ\WKLQJ
DERXW WKH IXWXUHVXEVWDQWLYHFRXUVH WKDW WKH ODZZLOORUVKRXOG WDNH5H
PDUNDEO\PRVWFRQWULEXWLRQVIRFXVRQTXHVWLRQVRI OHJLWLPDF\ WUDQVSDU
HQF\DQGHIIHFWLYHQHVVRI UXOHPDNLQJDQGQRWVRPXFKRQWKHVXEVWDQFH
RIIXWXUHUXOHV7KLVQHXWUDODSSURDFKFDQEHHDVLO\H[SODLQHG$Q\W\SHRI
JOREDO ODZQHFHVVDULO\ UHIOHFWVGLYHUJLQJYLHZVRIZKDW LV ULJKW1RWLRQV
RIZKDW WKHUXOHRI ODZDQGIXQGDPHQWDOULJKWVHQWDLODOUHDG\GLIIHUFRQ
VLGHUDEO\LQWRGD\¶VZRUOGDQGLWLVQRWOLNHO\WKDWWKLVZLOOFKDQJHLQWKH
IXWXUH,QSDUWLFXODULIWKHODZLVWRSOD\DUROHLQWKHSURFHVVRIHFRQRPLF
DQGSROLWLFDOGHYHORSPHQWRIZLGHO\GLYHUJLQJFRXQWULHVDVPDQ\FRQWUL
EXWLRQVDWOHDVWLPSOLFLWO\DVVXPHLWLVHVVHQWLDOWRWDNHWKLVGLYHUVLW\LQWR
DFFRXQW7KLVH[SODLQVZK\QRWPDQ\DXWKRUVDUHLQIDYRXURIWKHRXWULJKW
XQLILFDWLRQRIODZVZKLFKSUHVXPHVDYLHZRIRQO\RQHµULJKW¶VXEVWDQWLYH
UXOH 5DWKHU WKH DXWKRUV DUJXH IRU UHFRJQLWLRQ RI GLYHUVLW\ $V GLYHUVH
YLHZVRIZKDWLVULJKWDUHSUREDEO\EHVWUHIOHFWHGE\QDWLRQDOODZVWKLVDO
VR PHDQV WKDW QDWLRQDO ODZV UHPDLQ LPSRUWDQW VKLIWLQJ WKH TXHVWLRQ WR
KRZWRFRRUGLQDWHWKHVHODZVDPRQJHDFKRWKHU
 (QIRUFHPHQW
7KH VHFRQG WUDGLWLRQDO IXQFWLRQ RI WKH 6WDWH LV WKDW LW IDFLOLWDWHV WKH HQ
IRUFHPHQW RI WKH DSSOLFDEOH ODZ ,QD:HVWSKDOLDQYLHZ WKH 6WDWHKDVD
PRQRSRO\RQERWKWKHGUDIWLQJRIVXEVWDQWLYHUXOHVDQGWKHHQIRUFHPHQWRI
WKHVHUXOHVWKURXJKWKHQDWLRQDOFRXUWV:KLOHWKHILUVWPRQRSRO\LVUDSLG
O\HURGLQJDVZHMXVWVDZ WKHVHFRQGRQHVWLOO ODUJHO\H[LVWVH[FHSWIRU
VRPHH[FHSWLRQDOFDVHVRIZKLFKWKHYDULRXVLQWHUQDWLRQDOFULPLQDOFRXUWV
DUH WKHPRVW LPSRUWDQW H[DPSOHV WKH HQIRUFHPHQW RI ODZ LV VWLOO LQ WKH
KDQGVRIQDWLRQDOLQVWLWXWLRQV7KLVLVTXLWHORJLFDO7RGD\¶VSUREOHPVPD\
EHLQFUHDVLQJO\JOREDOEXWRXULQVWLWXWLRQVDUHQRW3ULYDWHDFWRUVDQGRWK
HULQWHUQDWLRQDOUXOHVHWWHUVWKXVVWLOOQHHGWRUHO\RQWKHWHHWKRIQDWLRQDO
FRXUWVWRHQDEOHWKHLUDGGUHVVHHVWRFODLPWKHLUULJKWV
7KLVDJHROGMXULVGLFWLRQDODSSURDFKPDNHVHQIRUFHPHQWFRPSOLFDW
HG DQG WKHUHIRUH H[SHQVLYH D SUREOHP WKDW LV IHOW LQ SDUWLFXODU LQ FURVV
ERUGHU FDVHV 7KLV LV WUXH QRW RQO\ IRU GDWD SURWHFWLRQ ODZV DV /RNNH
0RHUHOFRQYLQFLQJO\VKRZVEXWDOVRLQPDQ\RWKHUILHOGVLQFOXGLQJFRQ
VXPHU ODZ,W OHDGVEXVLQHVVHV WRIDYRXUSULYDWHHQIRUFHPHQWDQGSULYDWH
UHJXODWLRQZKHUHYHU SRVVLEOH DQGSURPSWV IXWXUHFXVWRPHUV WR EHWWHU DV

7KH/DZRIWKH)XWXUHDQGWKH)XWXUHRI/DZ9ROXPH,,
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VHVV WKH ULVN RI GHIDXOW E\ WKH RWKHU SDUW\ EHIRUH HYHQ HQWHULQJ LQWR WKH
WUDQVDFWLRQ VHH IXUWKHUEHORZ VHFWLRQ$FURVVFXWWLQJDQDO\VLVRI WKH
WKLQNSLHFHVFRQILUPVWKDWOLWLJDWLRQLQ WKHQDWLRQDOFRXUWVLVXVXDOO\VHHQ
DV XQSURGXFWLYH DV 0DUWLMQ 6FKHOWHPD DSWO\ GHVFULEHV IRU WKH ILHOG RI
&RUSRUDWH6RFLDO5HVSRQVLELOLW\
7KLVILQGLQJDOVRH[SODLQVZK\HYHQLQWKHFDVHRIQHZOHJLVODWLYH
LQVWUXPHQWVWKDWDOORZFURVVERUGHUFROOHFWLYHUHGUHVVLQDQDWLRQDOFRXUW
PRVW SDUWLHV VWLOO SUHIHU DOWHUQDWLYHV WR OLWLJDWLRQ$UELWUDWLRQ DQGPHGLD
WLRQDUHDPRQJWKHVHEXWWKH\DUHLQWKHHQGDOVRGHSHQGHQWRQWKH6WDWH
FRXUWVZKHQLWFRPHVWRWKHHQIRUFHPHQWRIWKHDUELWUDODZDUGRUWKHPH
GLDWLRQDJUHHPHQW,WGRHVWKHUHIRUHQRWFRPHDVDVXUSULVHWKDWLQDUHFHQW
VWXG\7KRPDV'LHW]FRQFOXGHVWKDWDWHUULWRULDOO\IUDJPHQWHGJOREDOOHJDO
RUGHUDVZHKDYHDWSUHVHQWZLWKVHSDUDWH6WDWHOHJDOV\VWHPVLVSUREOHP
DWLFLQDJOREDOHFRQRP\$VZDVDOUHDG\VHHQZKHQUXOHPDNLQJZDVGLV
FXVVHGWKHDSSURSULDWHUHPHG\FDQEHIRXQGLQWZRGLUHFWLRQV2QHFRXOG
DGDSW WKH H[LVWLQJ UXOHV RI SULYDWH LQWHUQDWLRQDO ODZ IRU H[DPSOH E\
EURDGHQLQJWKHLQWHUQDWLRQDOMXULVGLFWLRQRIQDWLRQDOFRXUWVDQGE\HQKDQF
LQJPXWXDO UHFRJQLWLRQ$V WKLV UHTXLUHVHDFK LQGLYLGXDO 6WDWH WRFKDQJH
LWVRZQODZVWKLVLVQRWOLNHO\WRKDSSHQ7KHDOWHUQDWLYHLVWKDWSUDFWLFH
ILQGVLWVRZQZD\VDQGVHHNVWRDYRLGUHFRXUVHWRWKHODZE\DVVHVVLQJD
SDUW\¶VUHSXWDWLRQH[DQWHVHHEHORZVHFWLRQ
 'LVSXWH5HVROXWLRQDQGWKH6KLIWIURP([3RVWWR([$QWH
0DQ\RIWKHFRQWULEXWLRQVFRXOGVWDUW±DQGVRPHRIWKHPLQIDFWGR±ZLWK
WKH REVHUYDWLRQ WKDW GHVSLWH WKH JOREDOLVDWLRQ RI WUDGH RI HQYLURQPHQWDO
FRQFHUQVRIFRPSHWLWLRQDPRQJFRPSDQLHV WKHUH LVQRVXFKWKLQJDVDQ
HIIHFWLYH JOREDO WUDGH ODZ FRQVXPHU VDOHV ODZ HQYLURQPHQWDO ODZ RU
FRPSHWLWLRQODZ7KLVDEVHQFH LV IHOW LQSDUWLFXODUZKHQ LWFRPHV WRGLV
SXWHUHVROXWLRQ7KLVLVOLNHO\WROHDGWRWZRVKLIWVWKHFRQWRXUVRIZKLFK
DUHDOUHDG\FOHDUO\YLVLEOHWRGD\
)LUVWWKHUHLVDVKLIWIURP6WDWHFRXUWVWRZDUGVIRUPVRISULYDWHMXV
WLFH3ULYDWHDFWRUVQRWRQO\VHWUXOHVEXWDOVRLQFUHDVLQJO\WDNHFDUHRIWKH
6WDWH IXQFWLRQRISURYLGLQJDFFHVV WRDQHIIHFWLYH UHVROXWLRQRIGLVSXWHV
$VZHVDZEHIRUHWKLVLQFOXGHVDUELWUDWLRQPHGLDWLRQDQGRWKHUIRUPVRI
$'5 ,I ZH ORRN DW WKH SURYLVLRQ RI GLVSXWH UHVROXWLRQ DV D SURFHVV RI
FRPSHWLWLRQLQZKLFK6WDWHFRXUWVFRPSHWHZLWKRWKHUSURYLGHUVRISURE
OHPVROYLQJGHYLFHVLWVHHPVWKDW6WDWHFRXUWVDUHLQGHFOLQH$WWKHVDPH
WLPH6WDWHFRXUWVGRWDNHPHDVXUHVWRUHPDLQFRPSHWLWLYH:KLOH:HVWHUQ

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MXULVGLFWLRQVWU\WRDWWUDFWIRUHLJQSDUWLHVWRWKHLUFRXUWVHYHQLVVXLQJEUR
FKXUHV D SURPLQHQW H[DPSOH EHLQJ WKH (QJOLVK /DZ 6RFLHW\¶V OHDIOHW
(QJODQG DQG :DOHV 7KH -XULVGLFWLRQ RI &KRLFH %HQMDPLQ 2GRNL SUR
YLGHV D QLFH H[DPSOHRI KRZ WHFKQRORJ\ FDQKHOS LQ HQDEOLQJ DFFHVV WR
MXVWLFH IRU SHRSOH IURP GLVWDQW DUHDV +LV YLVLRQ RI YLUWXDO FRXUWV IRU
8JDQGDLVZRUWKIROORZLQJLQPDQ\RWKHUSDUWVRIWKHZRUOG,WUHLQIRUFHV
WKHSRLQWPDGHE\0DXULWV%DUHQGUHFKWWKDWZHDUHLQQHHGRIPRUHLQQR
YDWLYHW\SHVRIFLYLOMXVWLFHDOVRWRNHHS6WDWHFRXUWVFRPSHWLWLYH
7KHVHFRQGVKLIWLVLQP\YLHZHYHQPRUHLPSRUWDQWDWOHDVWIRUWKH
DUHD RI SULYDWH ODZ 7KLV LV WKH VKLIW IURP GLVSXWH UHVROXWLRQ WR GLVSXWH
DYRLGDQFH VR IURPH[SRVW WRH[DQWH GHDOLQJZLWKSRWHQWLDOGLVSXWHV ,I
QDWLRQDOODZLVQRORQJHULQGHPDQGDQGJOREDOODZGRHVQRWH[LVWSULYDWH
DFWRUV WXUQ WRRWKHUPHFKDQLVPVWRRUGHU WKHLUUHODWLRQVKLSV,W LVQRVXU
SULVHWKDWVRFLDOQHWZRUNVSOD\DQLPSRUWDQWUROHLQWKLVDOWHUQDWLYHRUGHU
LQJSURFHVV'DYLG&KDUQ\ZURWH LQ ³2QHNH\ WRHIIHFWLYH UHSXWD
WLRQDOFRQWUROVLVDV\VWHPIRUWUDQVPLWWLQJUHOHYDQWLQIRUPDWLRQWRPDUNHW
SDUWLFLSDQWV >«@ &ROOHFWLYH UHSXWDWLRQDO HQIRUFHPHQW VKRXOG ZRUN ZHOO
>«@LQPDUNHWVOLPLWHGWRVPDOOQXPEHUVKRPRJHQRXVJURXSVRILQGLYLG
XDOVZKRDUHLQIUHTXHQWFRQWDFWDQGWKXVFDQVKDUHUHOHYDQWLQIRUPDWLRQ
7KHVH PDUNHWV DUH RI FRXUVH UHODWLYHO\ UDUH &RQYHUVHO\ PDVV PDUNHWV
EDVHGRQ UHSXWDWLRQDO ERQGV DUH IHDVLEOH RQO\ZLWK WHFKQRORJ\ WKDW FRQ
YH\VLQIRUPDWLRQFKHDSO\WRDODUJHJURXSRIWUDQVDFWRUV>«@´
7KHPRVW LQWHUHVWLQJDVSHFWRI WKLVYLHZ LV WKDWZKDWZDV VWLOO LP
SRVVLEOHLQKDVEHFRPHSRVVLEOHWRGD\'XHWRWKHULVHRIWKHLQWHU
QHW UHSXWDWLRQDO QHWZRUNVQHHGQR ORQJHU EHEDVHGRQ FORVH VRFLDO FRQ
WDFWV3HUIHFWVWUDQJHUVDUHRIWHQDEOHWRDVVHVVWKHUHOLDELOLW\RIRWKHUSDU
WLHV WKURXJK ZHEVLWHV WKDW UDQN WKHLU SUHYLRXV EHKDYLRXU ,I RQH RI WKH
PDLQ IXQFWLRQVRI ODZ LV WRFUHDWH WUXVWDPRQJSHRSOHZKRGRQRWNQRZ
HDFKRWKHULWPD\ZHOOEHWKDWQHZWHFKQRORJLHVDOORZSHRSOHWRUHSODFH
WKHODZZLWKQHZW\SHVRIUHSXWDWLRQDOQHWZRUNV7KLVILWVLQZLWK-LP'D
WRU¶VREVHUYDWLRQWKDWRUGHUGRHVQRWQHHGODZ+LVSRLQWWKDWRUGHUFDQDO
VRH[LVWWKURXJKSHUVRQDOFRQWDFWDQGWKDWODZRQO\EHFRPHVLPSRUWDQWLQ
D SROLWLFDO VRFLHW\ VDQFWLRQHG E\ RUJDQLVHG IRUFH VHHPV WR LPSO\ WKDW D
JOREDO RUGHUFDQH[LVWZLWKRXW ODZDV ORQJ DV RWKHUPHWKRGVRI FUHDWLQJ
WUXVW DUH LQ H[LVWHQFH ,QP\ RZQZRUGV )DFHERRNPD\ EHPXFKPRUH
LPSRUWDQWIRUWKHIXWXUHRIODZWKDQDQ\RIILFLDOVWDWXWHRUWUHDW\

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 &KDQJLQJ5ROHVRI/HJDO$FWRUVDQGWKH,PSRUWDQFHRI/HJDO
(GXFDWLRQ
7KHIXQFWLRQDODSSURDFKDGRSWHGLQWKLVFRQWULEXWLRQVKHGVVRPHOLJKWRQ
KRZWKHUROHRIQDWLRQDOODZDQGRIODZLQJHQHUDOLVOLNHO\WRFKDQJHLQ
WKH FRPLQJ WZHQW\ \HDUV $OO DFWRUV LQYROYHG LQ WKH OHJDO SURFHVV ZLOO
KDYH WR JHW XVHG WR QHZ UROHV1DWLRQDO OHJLVODWXUHV KDYH WR DFFHSW WKDW
WKH\DUHEHFRPLQJMXVWRQHRWKHUODZJLYHUDQGKDYHWRFRPSHWHZLWKRWK
HUV LQVHWWLQJHIIHFWLYHUXOHVIRU WKHLUFLWL]HQV&RXUWVDUH OLNHO\ WREH LQ
FUHDVLQJO\ FDOOHG XSRQ WR ILOO WKH JDSV WKDW QDWLRQDO OHJLVODWXUHV FDQQRW
SURYLGH UXOHV IRU+RZHYHUSUREDEO\ WKHPRVW LPSRUWDQWFKDQJHZLOO OLH
LQ WKH ULVH RI SULYDWH DFWRUV SULYDWH UHJXODWLRQ SULYDWH HQIRUFHPHQW DQG
DERYHDOODVKLIWDZD\ IURPWKH ODZLWVHOI WRZDUGV UHSXWDWLRQDOQHWZRUNV
ZLOOIXQGDPHQWDOO\FKDQJHWKHUHJXODWRU\SRZHURIODZ
2QHJURXSRIOHJDODFWRUVZDVQRW\HWPHQWLRQHGDOWKRXJKWKHLUUROH
LVYLWDOLQDGGUHVVLQJWKHFKDOOHQJHVIXWXUHODZIDFHVODZSURIHVVRUV8QWLO
QRZPRVWODZSURIHVVRUVKDYHVKRZQRQO\OLWWOHLQWHUHVWLQFKDQJLQJWKH
ZD\LQZKLFKWKH\WHDFKWKHODZ$VORQJDVWHDFKLQJIRFXVHVRQOHDUQLQJ
WKH GRFWULQDO ODZRIQDWLRQDO MXULVGLFWLRQVRQO\ VWXGHQWVZLOOQRWJUDVS
DQ\RI WKH WUHQGV LGHQWLILHG LQ WKLV FROOHFWLRQRI WKLQNSLHFHV7KHUH LV D
GLUHQHHGWRWHDFKWKHODZLQDGLIIHUHQWZD\QRWRQO\E\SD\LQJDWWHQWLRQ
WR UXOHV IORZLQJ IURP RWKHU VRXUFHV WKDQ WKH RIILFLDO RQHV EXW DOVR E\
VKRZLQJ DOWHUQDWLYH VROXWLRQV RXWVLGH RI WKH ODZ %RWK &ODUN &XQQLQJ
KDP¶V DQG 0LJXHO 0DGXUR¶V FRQWULEXWLRQ VKRZ WKDW WKH WUDQVIRUPDWLRQ
WRZDUGVVXFKDPRUHVRFLHWDOO\ UHOHYDQWFXUULFXOXPLVQHHGHGDQGSRVVL
EOH
2QHILQDOUHPDUNLVLQSODFH:KLOHWKHHIIHFWVRIJOREDOLVDWLRQDUH
RIWHQODPHQWHGDPDMRULW\RIWKHFRQWULEXWLRQVWRWKLVYROXPHDUHRSWLPLV
WLFDERXW WKH ODZRI WKH IXWXUH7KLVPD\EHGXH WR WKHSUREOHPVROYLQJ
DSSURDFKRI ODZ\HUV LQJHQHUDOQRPDWWHUZKDW WKHSUREOHPLV WKH\DUH
WUDLQHG WR ILQGD VROXWLRQ IRU LW7KLVPDNHV LW DSSURSULDWH WRHQGZLWKD
TXRWH E\ HFRQRPLVW -RVHSK 6WLJOLW] ,Q KLV ERRN0DNLQJ *OREDOL]DWLRQ
:RUN KH TXRWHV KLV ZLIH DVNLQJ KLP ³<RX KDYH FRPSODLQHG HQRXJK
DERXWJOREDOLVDWLRQ:KDWZRXOG\RXGRDERXW LW"´7KLV LVDTXHVWLRQ WR
ZKLFKODZ\HUVKDYHDQDQVZHU

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 6RXUFHVDQG)XUWKHU5HDGLQJ
&KDUQ\ 'DYLG ³1RQOHJDO 6DQFWLRQV LQ &RPPHUFLDO 5HODWLRQVKLSV´ LQ
+DUYDUG/DZ5HYLHZYROSS±
'LHW] 7KRPDV ³&RQWUDFW /DZ 5HODWLRQDO &RQWUDFWV DQG 5HSXWDWLRQDO
1HWZRUNV LQ ,QWHUQDWLRQDO7UDGH$Q(PSLULFDO ,QYHVWLJDWLRQ LQWR&URVV
%RUGHU&RQWUDFWV LQ WKH6RIWZDUH ,QGXVWU\´ LQ/DZDQG 6RFLDO ,QTXLU\
YROSS±
.H\QHV-RKQ0³(FRQRPLF3RVVLELOLWLHVIRURXU*UDQGFKLOGUHQ´LQ-RKQ
0.H\QHV(VVD\VLQ3HUVXDVLRQ/RQGRQ0DFPLOODQ
0XOOHU 6DP 6WDYURV =RXULGLV0RUO\ )ULVKPDQ DQG /DXUD.LVWHPDNHU
HGV7KH/DZRIWKH)XWXUHDQGWKH)XWXUHRI/DZ2VOR7RUNHO2SVDKO
$FDGHPLF(3XEOLVKHU
6PLWV-DQ0³(XURSHDQ/HJDO(GXFDWLRQRU+RZWR3UHSDUH6WXGHQWVIRU
*OREDO&LWL]HQVKLS"´LQ7KH/DZ7HDFKHUQRSS±
6PLWV-DQ03ULYDWH/DZ2QWKH5ROHRI3ULYDWH$FWRUVLQD3RVW
1DWLRQDO6RFLHW\7KH+DJXH(OHYHQ,QWHUQDWLRQDO3XEOLVKLQJ
6WLJOLW]-RVHSK0DNLQJ*OREDOL]DWLRQ:RUN1HZ<RUN1RUWRQ
+LL//DZ6FHQDULRVWR6LJQSRVWLQJWKH/HJDO6SDFHRIWKH)XWXUH
7KH+DJXH+LL/
+LL/DQG0DDVWULFKW8QLYHUVLW\0DDVWULFKW6WXGHQWV¶3HUVSHFWLYHVRQWKH
/DZRIWKH)XWXUH7KH+DJXHDQG0DDVWULFKW+LL/

